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INDEPENDENT ACCOUNTANT'S REVIEW REPORT

The Board of Directors
Pierce Telephone Company, lncorporated:

We have reviewed the accompanying balance sheet of Pierce Telephone Company,
lncorporated as of December 31, 2012, and the related statements of operations and
comprehensive income or loss, stockholder's equity, and cash flows for the year then ended. A
review includes primarily applying analytical procedures to management's financial data and
making inquiries of Company management. A review is substantially less in scope than an
audit, the objective of which is the expression of an opinion regarding the financial statements
as a whole. Accordingly, we do not express such an opinion.

Management is responsible for the preparation and fair presentation of the financial statements
in accordance with accounting principles generally accepted in the United States of America
and for designing, implementing, and maintaining internal control relevant to the preparation and
fair presentation of the financial statements.

Our responsibility is to conduct the review in accordance with Statements on Standards for
Accounting and Review Services issued by the American lnstitute of Certified Public
Accountants. Those standards require us to perform procedures to obtain limited assurance
that there are no material modifications that should be made to the financial statements. We
believe that the results of our procedures provide a reasonable basis for our report.

Based on our review, we are not aware of any material modifications that should be made to the
accompanying 2012 financial statements in order for them to be in conformity with the
accounting principles generally accepted in the United States of America.

Our review was made primarily for the purpose of expressing a conclusion that there are no
material modifications that should be made to the financial statements in order for them to be in
conformity with accounting principles generally accepted in the United States of America. The
supplementary information included in the Schedule is presented for purposes of additional
analysis and is not a required part of the basic financial statements. Such information has been
subjected to the inquiry and analytical procedures applied in the review of the basic financial
statements, and we did not become aware of any material modifications that should be made to
such information.

The financial statements for the year ended December 31, 2011 were audited by us and we
expressed an unqualified opinion on them in our reported dated March 20,2012, but we have
noi performed any auditing procedures since that date. Becelved & lnspected
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PIERCE TELEPHONE COMPANY, INCORPOMTED

Balance Sheets

December 31, 2012 and 201 1
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Assets

Current assets:
Cash and cash equivalents,

including construction funds of

I in2o12rndlm2o11
Available-for-sale securities, at fair value
Due from subscribers and agents
lnventory, at cost
Prepaid expenses

Total current assets

Other assets:
Due from affiliated companies, net
Other investment
Miscellaneous physical property

Less accumulated depreciation

Net miscellaneous physical property

Total other assets

Property and equipment, at cost
Less accumulated depreciation

Net property and equipment

See accompanying notes to financial statements.

2012 2011-II
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Liabilities and Stockholder's Equitv

Current liabilities:
Current installments of long{erm debt
Accounts payable
Due to affiliated companies
Accrued expenses
Customer deposits
Advance billings and payments

Total current liabilities

Long-term debt, excluding current installments

Total liabilities

Stockholder's equity: .

Common siock of fl par value

[?t"l.ituT]i:1r;:*!EtiL,".
Accumulated other comprehensive income
Retained earnings

Total stockholder's equity

REDAcTED - FoR puBLlc tNSpEcloN Becelved & lnspected
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Statements of Operations and Comprehensive lncome or Loss

Years Ended December 31,2012 and 2011
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FCC Mail Room

2012 2011

Operating revenues:
Localservice
Toll service and access charges
Billing and collection revenue
Directory advertising and other revenue

Total operating revenues

Operating expenses:
Plant specifi c operations
Plant nonspecific operations
Depreciation
Customer operations
Corporate operations

Total operating expenses

Operating income

Operating taxes, other

Net operating income

Non-operating income (deductions):
lnvestment income
Gain (loss) on sale of available-for-sale securities
Net deregulated income, including depreciation

cxncnsF "tI tn'zitl ",..'fra 
-)..t't

upecrat cnarges, contnDuttons
Valuation allowance recovery (expense)

Total non-operating
income (deductions), net

lncome (loss) prior to fixed charges

Fixed charges:
lnterest on long-term debt
Other interest

Totalfixed charges

Net earnings (losses)

Other comprehensive income (loss):
Losses (gains) recognized and included in net earnings
Net increase (decrease) in unrealized gains on securities

Comprehensive income (loss)

See accompanying notes to financial statements.
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Statements of Stockholder's Equity
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Common
Stock

Retained
Earninqs

I
r

I
I

I
I
I
I
I

I
I-

I
I

I

I

Ir
r

!

I

I
I-

Total
Stockholder's

Equitv

Balances at December 31,2010

Net loss

Losses on sale of securities
included in net earnings

Net decrease in unrealized
gains on securities

Dividends, I pershare

Balances at December 31,2011

Net earnings

Gains on sale of securities
included in net earnings

Net increase in unrealized
gains on securities

Dividends, il pershare

Balances at December 31,2012

I
I

I
I
J-
I

I

$I

I
I

J-
J-

I

I

J_
I

I

I

I

J-
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See accompanying notes to financial statements.
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PIERCE TELEPHONE COMPANY, INCORPORATED

Statements of Cash Flows

Years Ended December 31, 2012 and 2011

Receh,ed & lnspected

ocT 2 4 2013

FCC Mail Room

lncrease or Decreage in Cash and Cash Equivalents

Cash flows from operating activities:
Cash received from subscribers and agents
Cash paid to suppliers and employees
lnvestment income received
lnterest paid

Net cash provided by operating activities

Cash flows from investing activities:
Proceeds from disposition of property and equipment
Expenditures for miscellaneous physical property
Proceeds from sale of available-for-sale securities
Expenditures for property and equipment
Net receipts from affiliated companies

Net cash provided
(used) by investing activities

Cash flows from financing activities:
Dividends paid
Principal payments on long-term debt

Net cash used by financing activities

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

-II
r__r_

20112012

I
I

I
I
I

-I-J-
(Continued)
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Statements of Cash Flows
(Continued)

Years Ended December 31, 2012 and 2011
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Reconciliation of Net Earnings or Losses
to Net Cash Provided by Operatinq Activities

Net earnings (losses)

Adjustments to reconcile net earnings (losses)
to net cash provided by operating activities:

Depreciation of property and equipment
Depreciation of miscellaneous physical property
Valuation expense (recovery)
Non-cash patronage dividends
Gain (loss) on sale of available-for-sale securities
Decrease (increase) in:

Due from subscribers and agents
lnventory
Prepaid expenses

lncrease (decrease) in:
Accounts payable
Accrued expenses
Customer deposits
Advance billings and payments

Total adjustments

Net cash provided by operating activities

2012 2011

$II-

I
*III

-I

I
{I

I-r_
Supplemental Disclosures of Cash Flows lnformation

lncluded in accounts payable was f and f for the purchase of property and
equipment as of December 31 ,2012 anO 20t t, respeEiVely.

Non-cashdividendspaidtoPiercetotaledfanofduring2O12and2o11,
respectively.

See accompanying notes to financial statements.

6



REDACTED. FOR PUBLIC INSPECTION

PIERCE TELEPHONE COMPANY, INCORPORATED

Notes to Financial Statements

December 31,2012 and 2011
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(1) Summarv of Sionificant Accountino Policies

General

Pierce Telephone Company, lncorporated (the Company) is a wholly-owned subsidiary
of Pierce Telecommunications, lnc. (Pierce), a holding company headquartered in
Pierce, Nebraska. The Company is also affiliated with Pierce's wholly-owned
subsidiary, Sapius, lnc. (SAP), which is an investment holding company. Additionally,
the Company is affiliated with Fogle Enterprises, LLC (Fogle), Nebraska Long Distance,
LLC (NLD), and PBN, LLC (PBN) through common ownership by Pieice. Fogte
maintained an investment in a wireless phone system venture and currently has no
operations while NLD is an operating company which provides long distance telephone
and communication services. PBN will provide ETS Ethernet transport and internet
services beginning in 2013. The Company provides telephone services to two
exchanges in northeastern Nebraska and maintains its accounting records in
accordance with the rules and regulations of the Nebraska Public Service Commission
and utilizes the Uniform System of Accounts prescribed by the Federal
Communications Commission, The accounting and reporting policies of the Company
conform to accounting principles generally accepted in the United States of America.

Use of estimates
The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities,
disclosure of contingent assets and liabilities at the date of the financial statements, and
the reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates.

Cash and cash equivalents and statements of cash flows
For purposes of the statements of cash flows, the Company considers all highly liquid
debt instruments purchased with a maturity of three months or less to- be cash
equivalents. Additionally, advances to affiliated companies are presented on the net
cash flow basis.

lnvestment securities
lnvestment securities that are held for short-term resale are classified as trading
securities and carried at fair value. Debt securities that management has the ability and
intent to hold to maturity are classified as heldto-maturity and carried at cost, adjusted
for amortization of premium and accretion of discounts using methods approximating
the interest method. Other marketable securities are classified as available-for-sale
and are carried at fair value. Realized and unrealized gains and losses on trading
securities are included in net income. Unrealized gains and losses on securitiei
available-for-sale are recognized as direct increases or decreases in stockholder's
equity. Cost of securities sold is recognized using the specific identification method.

(Continued)
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PIERCE TELEPHONE COMPANY, INCORPORATED

Becefued & lnspected
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Notes to Financial Statements

- Expenses include a provision for doubtful accounts to allow for estimated uncollectible
accounts. This provision is based on past experience and on analysis of current
accounts receivable collectibility. Accounts are considered delinquent based on
passage of a specifled period of time and consideration of payment history. Accounts
deemed uncollectible are charged to the allowance in the year they are deemed
uncollectible. As a result, there is at least a reasonable possibility that recorded
estimates will change by a material amount in the near term. No allowances were
deemed necessary for 2012 or 2011.

lnventory valuation
lnventories of material and supplies are valued at the lower of cost or market. Cost is
generally determined using the first-in, first-out method.

M iscellaneous physical propertv

Depreciation of miscellaneous physical property is computed using the straight-line
method over the estimated useful life of the related asset.

Propertv and equipment
Maintenance and repairs of property and replacement of items determined to be less
than units of property are charged to expense. Replacement and renewal of items
considered to be units of property are charged to the property and equipment accounts.
Most property and equipment retired or otherwise disposed of in the ordinary course of
business, together with the cost of removal less salvage, is charged to accumulated
depreciation. At the time of retirement or disposition of specifically identifiable units of
equipment, accounts are relieved of cost and accumulated depreciation and gains or
losses on the transactions are taken into income. Depreciation of property and
equipment is determined using the straight-line method based on the estimated seruice
lives. lnterest cost incurred on borrowed funds during the period of construction of
capital assets is capitalized as a component of the cost of acquiring those assets.

Lonq-lived assets
Long-lived assets are reviewed for impairment whenever events or changes in
circumstances indicate the related carrying amount may not be recoverable. When
required, impairment losses on assets to be held and used are recognized based on the
excess of the asset's carrying amount over the fair value of the asset and long-lived
assets to be disposed of are reported at the lower of carrying amount or fair value less
cost to sell. No asset impairments
December 31,2012 and 201 1 .

Advertisinq and promotion costs

were recognized during the years ended

Advertising and promotion costs are expensed as incurred.

(Continued)
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--4
Telecommunication service revenues are recognized when related services are
provided.

lncome taxes
Effective January 1, 2000, the Company elected to be taxed under the Subchapter S
provisions of the lnternal Revenue Code. Under these provisions, the Company is a
Qualified Subchapter "S" subsidiary and its parent will recognize the Company's
otherwise taxable income and will then "pass through" this income to its stockholders
who are ultimately responsible for any income tax liabilities that may exist. Neither the
Company nor its parent incurs income tax expense on such income; however, it can be
subject to an excess net passive income tax and certain recapture taxes if certain
requirements are met.

The Company has adopted Financial Accounting Standards Board (FASB) guidance
related to accounting for any uncertainties in income taxes and required disclosures
thereon. This guidance prescribes a minimum threshold a tax position is required to
meet before being recognized on the financial statements. There were no
unrecognized tax benefits or accruals for uncertain tax positions as of December 31,
2012 and 2011. The Company has not recognized any interest or penalties in relation
to income tax filings as of or for the years ended December 31,2012 or 2011.
Additionally, the Company's status of being a Qualified Subchapter "s" subsidiary entity
has been maintained and remains the tax positioh of the Company. Finally, tax years
ended December 31, 2009 through 2012 all remain open (via the parent company) and
are subject to potential examination by taxing jurisdictions.

Subsequent events

The Company has evaluated subsequent events through March 28,2013, the date on
which the financial statements were available to be issued.

(2) Cash and. Cash Eouivalents

A summary of cash and cash equivalents as of December 31 , 2012 and 2011 is as
follows:

2012 2011

PIERCE TELEPHONE COMPANY, INCORPORATED

Operating cash
Petty cash
Outstanding checks and other in-transit items

-Il=
I

(Continued)

$I
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PIERCE TELEPHONE COMPANY, I NCORPORATED

Avai lable-for-sale securities
classified as current assets at fair value

Financial statement cost basis
of available-for-sale securities

Net unrealized holding gains

Accumulated other comprehensive income is comprised
unrealized holding gains.

Becehred & lnsBected

acT 2 4 2At3

FCC Mait Room

Notes to Financial Statements

The Company's eash-ancl cash equivalents at December 31,2012 consisted of --checking and money market accounts. All income associated with cash and cash
equivalents is reported as non-operating income in the statements of operations and
comprehensive income or loss.

The Company maintains cash deposits with major banks which from time to time may
exceed federally insured limits. The Company periodically assesses the financial
condition of the institutions and believes the risk of any loss is minimal.

(3) Available-for-saleSecurities

The following is a schedule of unrealized holding gains and losses for available-for-sale
equity mutual fund securities as of December 31,2012 and 2011:

2012 2011

I
IIJ-

E-
solely of cumulative net

During 2011, the Company paid a dividend in the amount of I (cost basis) to
Pierce in the form of available-for-sale securities and cash rnaln'tdi-ned in a money
market mutualfund previously held by the Company.

(4) Affiliated Comoanies and Related Partv Transactions

Pierce provides employee services to the Company at scheduled rates per hour. Related

inctuding amounts .ro,rr,,="oiloro*rtv ,nilpment of 

- 
,nd I,

respectively.

All mutual funds were sold during 2012 with .I ot il being recognized in
2012,

10
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FCC Mait BoomPIERCE TELEPHONE COMPANY, INCORPORATED

Notes to Financial Statements

- 
Cumulative Oatances Oue t ber 31, 201^ and ^0'11 from Pieree __
are as follows:

2012

Due from parent company, net
Valuation allowance

*-

2011

I
I$I

AvaluationallowanceoffwasestablishedasofDecember31,2O11as
resources available to Pierce were not adequate to repay the Company in full for all

f 3fl'liil3'k':i,"""#fiil1i?:,e,,!:;i1ffi !:?":,T:L?3';'J.t:H-" :x:
NLD as of December 31, ZO1Z and 201 1 totaled il anO f , respectively.

(5) Propertv and Equioment

A summary of property and equipment at December 31,2012 and 2011 follows:

outstanding advances due. No valuation allowance was determined necessary as of
December31,2o12,lncludedinthetotalabovei'fduefrom"ndI
oue Io Hlerce.

2012 2011

lntangibles
Land
Motorvehicles
Otherwork equipment
Buildings
Furniture
Office support equipment
Company comm unications equipment
Computersoftware
General purpose computers
Digital switching
Circuit equipment
Customer premises wiring
Pole lines
Buried cable
Conduit system

$II
The composite depreciation rate was! in2012 andf inZO11.

11
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PIERCE TELEPHONE COMPANY, INCORPORATED

Notes to Financial Statements
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(6) Lonq-term Debt

Long{erm debt at December 31,2012 and 2011 consisted of the following:

2012 2011

I mortgage note payable to the United
States of America in equal monthly payments
ot f , including interest, paid off in 2012

I mortgage note payable to the United
States of America in equal monthly payments
ofl,inctuding interest, paid 6ff in zot2

Totallong-term debt

Less current installments of longterm debt

Long-term debt, excluding current installments

$l I
IIII

J-
J-$J_

All assets of the Company were pledged as security for the mortgage notes payable
during 2011.

(7) Operatinq Leases

The Company leases a copy machine and postage machine under various terms requiring
future payments. Rental expense under the terms of these lease agreements were
il ano f n ZOiZ ano ZOr. respecuvery.

Future minimum rental payments required under the leases are as follows:

Year Ending December 31,
2013
2014
2015
2016

12
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REDACTED. FOR PUBLIC INSPECTION

PIERCE TELEPHONE COMPANY, ]NCORPORATED

2012
% of Pretax

Amount lncome

Computed "expected"
tax expense (benefit)

lncome (loss) not taxed
to Company due to
Subchapter "S" election

(9) Retained Earninqs

A summary of retained earnings at December 31,2012 and 201 1 follows:

2012

2011

Amount

I$I

I
$J_

I
II IJ-

I

I
$I

(10) Fair Value for Financial lnstruments

Effective January 1, 2008, the Company adopted provisions issued by the FASB on fair
value measurements for financial assets and financial liabilities. These provisions
define fair value, establish a framework for measuring fair value in accordance with
accounting principles generally accepted in the United States of America, and expand
disclosures about fair value measurements.

2011

I

I

I
I

$I

Total tax expense in 2012 and 2A11 was differen!ftqm the expense computed by applying
the statutory U.S. federal income tax rate of I to earnings before income tax. The
reasons for the difference are shown in the foll6friff'g schedule:

% of Pretax
lncome

I
I

Corporate earnings priorto Subchapter S elections

Undistributed Subchapter S earnings
reflected in income tax returns filed or to be
filed for periods ended December 91,2012 or prior

Undistributed Subchapter S earnings
(losses) not yet taxed due to timing
d ifferences in repo rting certa in transactions
for financial accounting and income tax purposes

13
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Notes to Financial Statements
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Fair valuer is cleflned as the price thalrrrrould be received_to selt_an asset or_paid_lo
transfer a liability in an orderly transaction between market participants. This price
measurement assumes the transaction occurs in the principal market for the asset or
liability, or in the most advantageous market for the asset or liability in absence of a
principal market. Additionally, fair value rneasurements are not adjusied for transaction
costs. A fair value hierarchy that prioritizes the inputs to valuation techniques used to
measure fair value was also established. The hierarchy gives the highest priority to
unadjusted quoted prices in active markets for identical assets or lia-bilities (Levbl t
inputs) and the lowest priority to unobservable inputs (Level 3 inputs). The three levels
of inputs are as follows:

Level 1 - Valuation is based on quoted prices for identical instruments traded in
active markets. An active market is one in which transactions occur with sufficient
frequency and volume to provide pricing information on an ongoing basis.

Level 2 - Valuation is based on significant other observable inputs other than Level
1 inputs. This includes quoted active market prices for similar assets and
liabilities; quoted prices in markets that are not active; or other inputs that are
observable or can be derived principally from or corroborated by observable
market data.

Level 3 - Valuation is based on significant unobservable inputs that represent the
Company's own assumptions about the assumptions that market participants
would use in pricing an asset or liability. These include assets and liabilities
whose value is determined using pricing models, discounted cash flow
methodologies, or similar techniques, including assets and liabilities for which
determination of fair value requires significant management judgment or estimates.

Available-for-sale investment securities present during 2011 were the only assets or
liabilities that are measured at fair value on a recurring basis. The Company's
investments during 2011 were valued using the Level 1 valuation method.

The Company estimates that the fair value of any other financial instruments do not
differ materially from their carrying values as displayed in the accompanying balance
sheet.

(11) Reclassification

The Company's 2011 financial statements have been reclassified to conform with 2012
presentation,

14
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PIERCE TETEPHONE COMPANY, INCORPORATED

Statistical I nformation

Total

_I_

II=I-I=.r_
I-
I-
_I-
_-r_
_-r-

II_II-_,I_
I-
I-
__I
_I-
__.r_
__r_
I-
--r-
--r-
_I_

_r_

II-II_
_.r_r_
I_
-I_r_
__r_

Years Ended December 31, 2e12 and 2e11

- FCCUafneom_

2012 2011
Amount

Per Station -
"Unaudited"

Number of stations at end of year

Operating revenues:
Local service
Toll service and access charges
Billing and collection
Directory advertising and other

Total operating revenues

Property and equipment
Less accumulated depreciation

Net property and equipment

Total liabilities

Total stockholder's equity

Totaloperating
expenses (excluding taxes)

Operating taxes
(excluding income taxes)

Net operating income

Fixed charges

Return on rate base

Percentage of net earnings (losses)
to year-end stockholder's equity

Ratio of long{erm debt
to net property and equipment

Ratio of liabilities
to stockholder's equity

Ratio of net operating
income to fixed charges

'I
$I*I
$I-
$-I-
$I_
$I_
$_I_
$_.I-
$__.I__r_

r_

-I---r-
_I_

Amount
Total Per Station
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<010> Area Code

<015> Area

<035>

Year
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with ouestions data

Contact Telephone Number:

Judy ChrlsEi.anaen

{02-398-0062
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the person identified in data

<039> Contact Email Address: j chrlstlansen@consortlaconsultlng. com
Email ot the identitied in data line <030>

<100> Service Quality lmprovement Reporting
(check box when complete)r-:w

<300>

<310>

<320>

<330>

<400>

<410>

<420>

<440>

<450>

F-Tffil

<200> Outage Reporting (voice)
<210> Ef,.-.heck box if no outages to report

Unf ulfilled Service Requests (voice)

Detail on Attempts (voice)

Unfulfilled Service Requests (broadband)

Detail on Attempts (broadband)

Number of Complaints per 1,000 cu$qlgrs lyglqq
Fixed

Mobile
<430> Number of Complaints per 1,000 customefs (broadband)

Fixed

Mobile

<500> Service Quality Standards & Consumer protection Rules Compliance
<510> 3?1s8Lnes1o
<600> Functionality in Emergency Situations
<610> 3?1sB1ne61o

<700> Company Price Offerings (voice)
<710> Company Price Offerings (broadband)
<80O> Operating Companies and Affiliatesa \
<90O> Tribal Land Offerings (y/N)? \J (!,

<1000> Voice Services Rate Comparability
<1010>

<1100> Terrestrial Backhaul (y/N)? oo
<1110>

<1200> Terms and Condition for Lifeline Customers

(compl ete otto ched wotksheet)
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( otto ch detciptive docwent)
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(ottochcd desqiptlv. document)

(chek to lndi@te ceftficdtion)

lotto chcd d$qiptive docum.nt)
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( com pl ete otlached wo*sheet)

0

<2000>

<2005>

<3000>

<3005>

Price Cap Carriers, Proceed to pqlce Cap Addjtional Documentation Worksheet
lncluding Rote-of-Return Corriers offilioted with price Cop Locol Exchonge Corrierc

(ch.ck to lhdi.ote .e.tifrcotlon)
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